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Wheat: Background for 1995 Farm Legislation. By Linwood A. Hoffman,
Sara Schwartz, and Grace V. Chomo. Commercial Agriculture Division, Eco-
nomic Research Service, U.S. Department of Agriculture. Agricultural
Economic Report No. 712.

Abstract

Surplus wheat stocks disappeared under the 1990 Food, Agriculture, Conserva-
tion, and Trade Act of 1990. The aggregate U.S. wheat sector appears in
balance due, in part, to acreage reduction programs, the Conservation Reserve
Program, and the Export Enhancement Program. However, some industry par-
ticipants wonder whether wheat carryover levels are optimal and whether the
public will approve a continuation of government expenditures near current lev-
els, while others want to maintain low carryover stocks. Exports will likely be
the largest source of demand growth for U.S. wheat for the remainder of the
1990's. Global wheat trade is expected to expand steadily through the 1990's
at a rate higher than the 1980's, but well below the rate experienced in the
1970's. The U.S. market share is expected to drop slightly over the next dec-
ade to about 31 percent as competition increases in a growing world market.
Issues for the 1995 farm legislation include levels of program benefits and
costs, methods for calculating deficiency payments, the future of the Conserva-
tion Reserve Program, farm program cost containment, planting flexibility,
wheat imports, marketing loan provisions, targeting benefits to producers, envi-
ronmental quality, and the future of the Export Enhancement Program.

Keywords: Wheat, production, domestic use, world trade, prices, costs and re-
turns, farm programs, and program effects

Foreword

Congress will soon consider new farm legislation to replace the expiring Food,
Agriculture, Conservation, and Trade Act of 1990. In preparation for these de-
liberations, the U.S. Department of Agriculture and other groups are studying
previous legislation and current situations to see what lessons can be learned
that are applicable to the 1990's and beyond. This report updates. Wheat: Back-
ground for 1990 Farm Legislation (AGES 89-56), by Joy L. Harwood and C.
Edwin Young. It is one of a series of updated and new Economic Research
Service background papers for farm legislation discussions. These reports sum-
marize the experiences with various farm programs and the key characteristics
of the commodities and the industries that produce them. For more informa-
tion, see Additional Readings at the end of the text.
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Summary

Wheat stocks in the United States were reduced substantially under the 1990
Farm Act (officially entitled the Food, Agriculture, Conservation, and Trade
Act). Whether current carryover levels are optimal will be one issue in the de-
liberations over new farm legislation. Factors that have helped keep stocks
down include, in part, the acreage reduction program (ARP), the Conservation
Reserve Program (CRP), and the Export Enhancement Program (EEP).

Exports will likely be the largest source of demand growth for U.S. wheat for
the remainder of the 1990's. Global wheat trade is expected to expand steadily
through the 1990's at a rate higher than the 1980's, but well below the rate ex-
perienced in the 1970's. Current projections are that the U.S. share of world
trade in 2000 will about equal the 1990-94 average of 32 percent, but the share
is expected to decline slightly thereafter due to increasing competition.

Wheat is the third largest U.S. field crop in terms of farm value, with annual re-
ceipts averaging more than $7 billion in recent years. This amounted to about
9 percent of total farm value of U.S. field and miscellaneous crops in crop
years 1991-93. The value of wheat, flour, and wheat product exports averaged
$4.4 billion in fiscal 1991-93, which was 11 percent of total U.S. farm exports.
More than half of total U.S. wheat production was exported during the 1991-93
crop years.

Major wheat program issues this year include:

* What level of program cost is acceptable? What methods should be used to
reduce government expenditures on the wheat program?

* How has the normal flex acres provision affected acres planted to wheat?

* Are current U.S. stock levels of wheat optimal? What are the purposes of
the Food Security Wheat Reserve and the Farmer-Owned Reserve?

* What is an acceptable level of wheat imports? Should the United States im-
port wheat that is duty-free or with minimum duties when such grain is
subsidized by the exporting country?

* Should the wheat program encourage reduced use of chemical inputs to pro-
tect the environment, if yields are reduced?

* Should marketing loan provisions be continued for wheat?

* What kind of export market development, promotion, and assistance pro-
grams should be maintained for wheat, with the GATT (General Agreement
on Tariffs and Trade) Uruguay Round agreement?

* Should government program benefits be targeted to certain types of farmers?

* Should a more flexible whole farm base program be implemented and, if so,
what is the expected impact to the wheat sector?

* Should all classes of wheat be treated the same under government programs?
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These questions must be considered in the context of the following recent devel-
opments in U.S. and world wheat markets:

* The U.S. market share in world wheat trade has averaged 32 percent in 1990-
94, down from previous highs established in 1975-79 of 42 percent. The
U.S. share is projected to decline slightly over the next decade, given the
new CRP provisions and implementation of GATT.

* Foreign countries continue to have the potential to expand production.

* Planted acreage of U.S. wheat ranged from 70 to 72 million in 1991-94 de-
spite reductions in ARP levels. This raises questions about U.S. production
potential, especially if the CRP is extended.

* Feed use of wheat is not seen as a significant growth area for wheat con-
sumption.

Important wheat production and marketing characteristics must also be consid-
ered in finding appropriate policies:

* Wheat is a supplementary enterprise on many farms, especially east of the
Mississippi River, but in other areas wheat is the major crop grown because
of land types and climatic conditions. Program needs may be different for
the two situations.

* Imports exist and this factor must be considered when initiating government
supply management or demand expansion policies.

Wheat production and demand have been fairly well balanced during the 1991-
94 period. While the steady increase in domestic food use is expected to
continue, exports are expected to provide the largest source of demand growth
over the next 5 years. If growth in demand outgains yield growth by the end of
the decade, higher prices may encourage additional land to enter production.
However, if a large amount of wheat base remains in the CRP, the U.S.'s abil-
ity to respond to increasing wheat prices with increased plantings may be
limited.
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